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exogenous cost change in higher prices. For the adoption of FAS 106, we have sho"",,"

that, in theory, the historical liability for post-retirement benefits would logically already

have beerl captured in the output prices of firms in unreiUlated markets. To a first

approximation. since most of American GNP is produced by firms whose prices reflect

economic costs. the accountinl change required by FAS 106 will result in no

contemporaneous change in the GNP-PI

Historical experience also suUeslS that accountinl chanles have negligible

effects on prices in unregulated markets and in the U.S. economy IS a whole.n In

1987. the FASB changed the method of acauaJ accountinl for pension benefits. a

change which is similar in principle to the chanle contemplated in FAS 106. though

smaller in malJ1itude. A search of the empirical literature reveals two studies of the

effec:u of these accounting chanaes which both show no relationship between accounting

chanles and stock prices." Assumin, that (i) chlnles in stock prices reflect changes

in anticipated profits and (ii) chanles in accountiDa costs do Dot chanle economic

2INodera ..... ...., • wD • pnc:ti.C ftuMiII IaI1ysu nmpizr dW accoUDtiq chaqcs
do 1ICIl m.p die .datyillc 1CGD0IDic reality. Far _pic. .. ,,""M'inC dac ruDificatiaDs o( FAS 106,
~aa s._ til S&ud.-d .t Poar obser\'ed. -1'1Ie naIiUa do IIOl dYIap _ply because IOIDcoae puu
dowa _..bu. Pan til our trade iI IdjustiDa pub1iIMd alllDben to reOea ecoaomic realities"
(BNA , 8ae6u Daily. $eplcmbet 77. 1991.)

~ -.cIeftook A DIALOG DIlabue .,... IIIJ'da fll 1M ~t literature. iDcJudiDl the
Eccec.ic 1.iter.....·lINIa (1969-pruat), 1M A~ic IDcIa (1976-prelCDt), dac Caafaacc '.pen lDdu
(19'73-praat). M.·..... caar.... (I"...."....), .. DiIIa'cadaa AbIcraCII (l9151-preant). These
d.r.bun wen ICIfcUd aiM. teywardl: -FAD,- -F"MiII Accoa,jeC Seudarda Board.· ·SlItemcatr7: -r7: 'pcuiaaa,- ... I'CCCIIMlDic-. P'iba pubIica&iaaI WIn "ti&ld .. two WIre rdcvut: (i)
SUnc S. Na, -Ala Empirical EzaaiutioD 01 1M Stock Market'I auaia to die Pcuioa ACCOWlUq
Ddibcntiou fll 1M F...aciaJ ACClDaDWaa SlMdarda Board,- DocIcnJ~ lJlIMniry of Alabama,
1989. ad [u} S-ud S. T.... -Stock Market RucUaal to Nuclatary Oups iD ACCOWltiq (or
'sou,' Doctoral Diuertati08. UaMnity of W......... 1917. IotJa warb UowecI Wt DO c.b&Daes iD
aock prices could be aun'butcd to die t981 peuioe ICCOUIItiq cIIups.
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costs, the fact that accounting changes do not affect stock prices implies that

accounting changes do not affect output prices.)O

_To refine this approximation somewhat, we observe that prices of some goods

and services~ change when FAS 106 is implemented in 1993: notably (i) regulated

public utility services and (ii) cenain government purchases of services under contracts

which historically covered only pay-as-you-go cosu and prospectively allow FAS 106

accruals. In 1987. reaulated public utilities produced approximately 6.13 percent of

U.S. GNP. Total government contract purchases (not just cost-plus contract purchases)

were 4.36 percent of GNP in 1987.S! In total, what miiht be called the ·cost-plus·

sector of the economy produced less than 10.49 percent of GNP in 1987. We use

1987 (or comparison beca'Jse the 1987 government contraC't data is the latest available.

Note that these proponions do not change much over time; Table 1 shows these

proponions for 1980 and 1987.31 If all firms experienced the .same expense change

from FAS 106 in 1993 as Pacific Be]] and if prices in the umeauJated economy already

retleC't OPEB cosu measured on an economic basis, then the overall price level in the

U.S. would increase by less than 0.20 percent ill 1993 when accrual accounting is

~ fallows ". die obIcnatiou wt (i) pro&a II"'" eM Menace berwea output prices
ad COllI .... [Ii) ..,.ciIII dwtaa lII'ed .au.er pra8u .or ClDIU.

IIA GSA npCIft cncb die _UaJ vahle 01 F.-.J~~ iuued ia ada year. see
GnenJ SetYicu AclmjeimatioD, federal PrQfjUtplept Dil. SYllCl' $tap4ard Begmt. For 1987, the &mown
01 Federal CGIItneU·-iuucd wu SI97.3 biI1iae wIUdl repreIIIIU • 1IpdI&& (.ained by Wephou from tbe
Federal Procur_aI Dati Ca&er) olliac publish" &pre.

aa......tecl .... dda iDcIude raiIroId~ local at ilterarbaD passe.'
~ pipdiMa cUIr ........... III,CO"'-uaicari«w, ... tJearic. ...... IIIIiWy acnices. Sec
U.s. luraa ol &la, c.... St.tiltjc;al AMtrl" qf tile 0.,4 StatU' 1m {Ua&-. ediUoa). WashiDCtOD,
D.c.. 1990, pp. 41S-U6. We iadude cUll for 1910 to Ibow dial dae -UIUY CO"'poDeDts of GNP are
reuoeably aabIt ova tilDe.
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Table 1.
Relatlye Size or tbe Cost·Plus Sector

.
GNP ~ la"Ultry GNP by IAdultJ'y
nnut S WWoa cunout S billioDI. 1,.,

GNP S2,732.0 (pcrCCDt) $.6.526.7 (perccDt)

Railroad 120.8 $19.6

PIUCDlcr trauit 15." sa.l

NOD-pi pipcliDes $6.7 15.3

TclcCOIDIDUAicadODI 160.2 5108.3

Elcctric. ps, sewer 168." 5136."

TOTAL S159.5 5....90 sm.' 6.13%
ununES
GOVERNMENT $197,3 ".36%
CONTRACTS

TOTAl. COST·PLUS SECTOR "'75.0 10."9%

implemented." Under these assumptions. less than 10.49 percent of Pacific Bell's

uOlenous cost chinle would be accounted for in the GNP·PI. and the required Z

faC'lor would exceed 89.51 percent of the aOlenous cost chanae." This estimate is

unrealistic because all U.S. firms have not used OPEBs to the extent that Pacific Bell

All additional refinement to this upper bound would recoaniu that the effect

of FAS 106 on Pacific Bell is far areater thaD on the typical firm in the U.S.

Draewe 8dI apaua wiD iDatlM 1.92 per... II all ~ _ IIIDC proportiouJ
OPEl IiIbiIily u paciftc ..... _ 8¥If. IiabiIiIy wiD 8¥IrIp 01 1.92 paceDt iD lbe COIl·

pilla MC&ar ad 0........ n. (1,92 • O.1CM9) + (0.0 • 0.851) • 0.20. aecaD tbat lIais alimale
is .. upper bouDd bIca.. (i) MI JOYIfUIIDl ClClDUICI purcIaMa .. iKluded ia dae COItopllla sector, Dot
jut ~CDt pwdauea acIu CDIl·pJua c:aDU1CU, 1M ("Il) eM iIapacl 01 PAS 106 CD PacWc leU is
1I'ca&ct daa aD • ~ Ira.

MID.'" pcrcn& equals 0..20/1.92; .d 89.51 pc1cac ..... 1.'72/1.92.
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economy. In order to understand what tbe imponant differences are. we engaged

William -M. Mercer. a leading employee benefits consulting firm, to develop and

analyze basic facts about post-retirement benefiu other than pensions. The most

imponant differences between Pacific Bell and a typical firm appear to be the

following:

1. Coverage: Pacific BeU provides post-retirement benefiu to
its entire pension-qualified labor force. In contrut. only
about 40 percent of private sector worken are employed
by firms that offer post-retirement health benefits.»

2. Historical liabjlity: Pacific Bell estimates that its
accumulated historical postretirement benefit obligation will
be about SO.S billion in 1993 in the intentate jurisdiction.
This amount is about 33 percent of Padfic's annual
intentate . 'venues, about 21 percent of Pacific's intentate
net rate : asc, and about 37 percent of the equity
component of the net rate bue. In contrut, the
accumulated historical liability for the U.S. economy is
estimated at about 5300 billion.M lbis amount represents
about five percent of U.S. GNP and on the order of 7 to
10 percent of corporate equity."

U.S. OPES expenses are estimated to be about 513 billion in 1993 on a cash

accountinl basis compared with about 582 billion 011 an accrual basis in 1993." The

Uuailad SUla GeMnI AccoaDtiac omce. -bat 01 Caapaia' Re&inc HakJa OMr•••
Prepared far c:c..reu. Narda 1990 (GAO-l990).

-sa.-. 01 Grqary J. McDouJd., V.eeI Slata GaenI Ac:coalmI 0ft1c:c, Beforc thc
Subct--;n. 01 Hulda, wlJI aDd Ncau Com-ittee 01* House 01 RepreICII&a&iwI. t.fly 6, 1991.

17U.5. GaeraJ AC"O""'jn. 0fIice, -Compuia' Redree Hcaltla Liabilida I..Itp, AclYucc fUDdiDi
CoaIy,- Rcpan '0 c:c..reu. JaM 1989 (GAD-1.). Mark WanIaawIk)'. -1"IIe Uaeataia Promise of
Re&iree Hakb BaeI'ns: Aa EvaJuatioD 01 CorpontI ObIipdc...- IleUree Heabla Baaetits 5clllillu,
AmcricaD Eataprilc JuUtUlC, Wuhiqtcm, D.c.. April 9, 1991.

"Mercer .. waluated • .umber 01 msti-. IbIdia 01 _ pcnte obIip&icu for OPEl. ad
caedudecl lUI tIac GAD-I991 INdy wu lbe .0Il rc1iabJe ia ... 01 crecIibiJity aDd .edlodolOl)'. This
study produced u IIliaatc 01 142 billioD lor accnaaJ accouDtiIII apeua __ 'AS 106 procedures ill
1991. Mercer tba .odified ....bet of WWDpOOU to caalona .ore doIeJy wills fAS 106 rcquirCIIICDU

aad carried IJac caJalJatiOM forward 10 1993. ID the proc:aa produciaa die~ 8prc.
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chanae is thus 569 billion out of an estimated GNP of 56.260 billion. or 1.10

percent." - Since the incidence of OPEBs appear to be uniformly distributed across

industries, it is reasonable to assume that firms in the cost-plus sector increase prices

by 1.10 percent in response to FAS 106.-0 Firms in the rest of the economy have

already refIeeted accrual accountina in their priceS, so the net effeet of FAS 106 on

the GNP-PI would be less than 0.12 percent (twelve-hundredths of one percent) instead

of the 0.20 percent. bound calculated above·1 ThUS, if cost-plus firms experience the

U.S. average OPEB expense increase (1.10 percent) instead of the Pacific Bell increase

(1.92 percent). GNP·PI would increase by less than 0.12 percent and the required Z

factor would exceed 1.8'" percent. Thus.. less than 6.26 percent of the exoaenous cost

chanle is reflected in the GNP-PI. leavina more than 93.74 percent to be recovered

throuah the Z factor."

This estimate of the effeet of FAS 106 on the GNP-?I is an upper bound

for several reasons. First. we have overstated the size of the cost-plus sector of the

economy by assumina that all public: utility prices are set usU11 accountinl cosu and

treaUnI all lovemment CODtraeu u cost-plus C01lUUtS with accountinl chanse

escalators. Second. this calc:ulation ianores second-order effeeu that would lower the

impact 011 Dational output prices. As prices rise ill the cost-plus sector, for example,

"'r1Ic 1993 GNP Canc:ut wu dowDJoIded rrc. DIIa • IK.

40A GAO smwy .. 1990 a.pared UaIda CIlMrIp fII ,.... by type fII iaduuy lDei coaduelecl
tUt "ere wu -1iaJe VIriatioIl -0lIl cc.puia ..............ella ..... cc.pariD& compuies
by iDcIusuy aroup,· GAo-1990 Repon. pp. 6-7. n. dle _pICl 01. fAS 106 • apeucs for firms ill
dac ear·plus lIClar UouJd be rouPJy the lUte II eM U.s. .... 01 UO perceal

.In. (LI0 • 0.10.-9) + (0.0 • 0.8951) • 0.12 percaL

GBccaac 11.92 . 0.12)/1.92 • 93.7. percat ad 0.12/1.92 • 6.26 percaL
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consumen substitute away from these goods and services which reduces the net effect

of the Rrice increase in the cost-plus sector on overall inflation. Finally, the

calculation ignores second-order macroeconomic responses to the change in output

prices throu&h changes in lovemment expenditure, interest rates and the money supply.

A summary of these calculations may be useful. Recall that we wish to

increase Pacific Bell's price cap by 1.92 percent which represents the change in

expenses due to the shift from cash to accrual accountiq for OPESs in 1993. Some

of this increase will be accounted for by the change in inflation; the rest must be

supplied through the Z-adjustment we are calculating. The increase in inflation due

to FAS 106 is measured in two steps: (i) we calculate the effect of FAS 106 on the

expenses of an average firm to be 1.10 percent. and (ii) we calculate the fraction of

GNP produced by firms whose prices do not already reflect accrual accountinl for

OPESs to be less than 10.49 percent. Since the incidence of OPESs across industries

is roughly constant,. we estimate that the prices at which less than 10.49 percent of

GNP is sold will increase by 1.10 percent,. 10 that the increase in GNP·PL averaged

over all firms, will be less than 0.12 percent. Usiq this bound as an estimate. Pacific

Bell's 1.92 perceDt price mcrease would thus comist of a 0.12 percent increase in

GNP-PI ad a 1.80 percent Z.adjuJtment. The required Z.acljuJtment (net of the

chanle m GNP-PI) is thus at least 93..74 percent of the S29 million chanle in

expenses. or at least S27 million.

These results are suble with respect to the various assumptions and forecasts

that we have made. III Table 2. we summarize our previous results and provide new

estimates USUDUnI (i) a 100 percent increase in the effect of FAS 106 on an average

n-era
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Table %
Summary or Results

and
Sensitivity ADalysis

-
8ASECUE NAnONAL COST·PLUS PI RI:\'E~',,'E

FU EmCf IS SEcrolt IS FORECAST IS
100. loo-lt 1~

LUGE. LUGE. LUGER

PAC BEll. FAS 1.92% 1.92% 1.92% 1.74%
EFFECf

GNp·PI EFFECf 0.12% 0.23% 0.23% 0.12%

Z·ADJUSTMENT 1.80% 1.69% 1.69% 1.62%

% FAS IN GNP·PI 6.26% 12.01% 12.01% 6.89%

% FAS IN Z 93.74% 87.99% 87.99% 93.11%

Z 526,808 525,166 525.166 526.629

u.s. firm, (ii) I 100 percent increase in the cost·plus proponion of the U.S. economy.

and (iii) I 10 percent increase in our forecast of Pacific Bell's 1993 revenues. Clearly,

the results are insensitive to the assumptions.
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APPEl'1>IX

In this Appendix, we provide the details of the derivation of the price cap..
annual adjustment formula. The loJic follows that of Dr. Schankerman, whose

presentation of the price cap formula formed the basi5 of the California price cap

plan..J

A. The Relationship Amon. m. Inpp' Prin. '" Quigg' Price Grpw1b

Consider a multiproduct firm havina N outputs (Q,., i .1,.....N) and M inputs

(Q/, j .1,_...M). We wish to calculate X and Z so that in all periods, economic profits

are identically zero, i.e., that the value of total inputs (inc:ludiDa • normal return on

capital) equals the value of total output The identity can be written u

" "1: "Q! • 1: wP/ .
'-I J-1

where " and wJ denote output and iDput prices respee:tive1y. Differentiatina this

identity with respect to time yields

" " " "1: 112: • 1: pR: • E wfJ/ • E -A/,
'-I '-1 1-1 1-1

Ur..u.oey 01 w.tli: 5«+'"11:1... aa beW of GTE CaIilonia IJIciarpanWI.. Docket J. 17·11-033,
T......' AppadiI, pp. 1·3.
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Appendix Page 2

where a dot indicates a derivative with respect to time. Dividing both sides of the

equation by the value of output R • 1: P,QM· or C • L wjQJ', we obtain
• I J

where R and C denote revenue and cost U r, denotes the revenue share of output

I and Cj denotes the cost share of input J, then

where d denotes a percentage Jrowth rate: tip, • ~j I p,. The first term in the above

equation is the revenue weighted averqe of the rates of Jrowth of output prices. and

the second is the cost-weiahted avenae of the rates of srowtb of input prices. The

tenn in brackets is the difference between the rates of srowtb of weiahted averages

of outputs and inputs and is thus the cbaD&e in TFP. We can write the equation as

• • dw - tlTFP.

Thus the srowtb in iDput prices leu the Jrowth ill output prices is equal to the chanle

in TFP. 'Ibis result requires only that aceu profits are zero in every period. It does

DOt require cost minimization, profit ml,;miution, IIWJiDal cost priem&. or constant

retw'DS to SQle.

B. Dc PrIce Cap 'dJgllment Eggltlg,

We beJiD with equation (3) from the text:

nera
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Appendix PaKe 3

tip • tip" - [ dTFP - dTFP'" .. dw - dw" ] .. [Z· - Z·~ ),

If we measure national output price inflation by the change in GNP-PI. we obtain
".

(7) dp • GNP-PI - X + Zl

where X. [ dTFP - dTFP"] .. [ dw - dw"] and Z'· Z· - Z·II. Since the

percentaae change in the reJUlated firm's output price between years t·l and t is just

(p, - P.-1) / P.-1, we can vmte equation (;) u

P, - P,-1 • GNP-PI - X .. ZI
P,-I

so

P. - P,-1 • P,ot x [ GNP-PI - X + Z' ]

which simplifies to

(8) P, • P._. x ( 1 + GNP-PI - Z + Z' J.

Since revenue equals price times quantity, the revenue chlqe usociated with the price

chinle in equation (8) is obtained by multiplyiq both sides of the equation by the

fixed '"'CNJIt of quantity demanded:

f,_. x " • f,_. X "~_I x [ I + GNP-'I - Z .. Z' )

or

(9) .. • I... x ( 1 + GN'-PI - Z ) .. Z

nera
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where Z represents the total dollar value of the exogenous cost change rather than the

unit cost change.
."
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ACTUARIAL REPORT

PACIFIC TELESIS GROUP POST-RETIREMENT BENEFITS

OTHER THAN PENSIONS - MEDICAL/DENTAL/GROUP TERM LIFE INSURANCE

ACTUARIAL VALUATION PROJECTED TO 1993



ACTUARIAL PROJECTION

FOR THE PACIFIC TELESIS GROUP
POST-RETIREMENT MEDICAL, DENTAL AND GROUP TERM LIFE INSURANCE PLANS

This report covers both the funding and accounting requirements for the 1993
plan year.

The amounts presented in this report have been prepared in accordance with
generally accepted actuarial principles and practices and reflect the law,
regulations issued to date, and the requirements of Financial Accounting
Standards No. 106 (FASI06).

Calculations are based on personnel and asset information supplied by the
Corporation and the actuarial methods and assumptions described in this
report. Further, the effects of the management in-force reduction and no
Bargained VEBA contributions for years 1991 and 1992 are reflected in this
report. The FASI06 Transition Obligation is amortized over IS years, the
average remaining service period for active participants. Allocation factors
of 96~ and ~ are used to determine the proportion of VEBA Contribution and
FASI06 Expense for Pacific Bell and Nevada Bell, respectively. These
actuarial allocations are necessary since VEBA assets are not maintained
separately by Company Derivation of these factors are summarized in the
Appendix.

Users of this report should recognize that the report was developed to produce
the required disclosures under FASI06 and to determine tax deductions under
the Internal Revenue Code. Accordingly, appropriate adjustments may be needed
if this information is used for any other purpose.

G. S. Schlapp1ch
Associate. Society of Actuaries

May, 1992
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SECTION ONE . MANAGEMENT SUMMARY

A. 1993 Costs (All Dollar Amounts in Thousands)

Funding:

VEBA Co~lribution (12/31) :
Pacifi c Nevada Other

All PTG Bell Bell Subsidiaries

Medical/Dental Bargained . $184,651 $177,265 S3,693 $3,693
Medical/Defttal Non-Bargained 107,632 103,327 2,153 2,152
Group life 3,341 3,207 67 67

Total 295,624 283,799 5,913 5,912

FASI06 Expense:

Medical/Dental 399,226 383,257 7,985 7,984
Group Life 3,279 3,148 66 65

Total 402,505 386,405 8,051 8,049

These results are based on 12/31/89 data, projected to 1993.

B. Funding Background

1. legal Requirements

Cash contributions to the VEBAs must meet the legal funding
requirements described in Section 419 of the Internal Revenue Code.

To meet these requirements, they must be based on:

o An actuarial cost method which spreads costs between years in an
acceptable manner, and

o Actuarial assumptions that are each reasonable "taking into account
experience under the Plan and reasonable expectations".

2. Actuarial Methods and Assumptions

The Individual Level Premium Actuarial Cost Method is used to
calculate the medical/dental VEBA contributions. The Aggregate
Actuarial Cost Method is used to calculate the Group Life VEBA
Contribution. These methods are acceptable for funding purposes
and spread the present value of benefits over the working lives
of covered employees. Bargained VEBA contributions reflect no
prefunding for years 1991 and 1992.



Actuarial assumptions used to determ1ne contribution levels
include:

a An interest rate to discount future benefit payments and
contributions to today's dollars. 8.5~ was used for the
Bargained tax-exempt VEBA, 5% for the taxable No~-Bargained

VEBA. and 8 5% for the Group Life VEBA.

a The Bargained VEBA calculations use a medical inflation
assumption which is 12% graded down to 6~ over time for in
network benefits and 14% graded down to 6% over time for
out-of-network benefits. No medical inflation is assumed
for the Non-Bargained VEBA calculations in accordance with
IRS requirements, and

o Probabilities of retirement (including 1991 management in-force
reduction), exit from employment, death, and disablement to predict
incidences of future benefit payments and future work force levels
based on current data.

The assumptions are illustrated at the end of the Accounting and
Funding Requirements Sections

3. Results

The chart on page 3 shows a comparison between VEBA assets and
the FASB accrued liability as of January 1, 1993 for all PTG.
Non-Bargained Medical/Dental VEBA assets are SO until December 31,
1993, the date of the first non-bargained VEBA contribution.

These amounts are composed of the following (in millions of dollars):

Medical/Dental
Group life

Total

VEBA
Assets

S211
343

$554

FASB
Accrued Liability

S2,578
336

S2,914

C. Expense Background

1. Accounting Requirements

Accounting requirements for post-retirement benefits other than
pensions (P80Ps) are set by the Financial Accounting Standards
Board in Statement of Financial Accounting Standards Number 106
(FASI06).

2



VEBA ASSETS vs FASB ACCRUED LIABILITY
As of January 1, 1993

$3,500 I . . I

$3,000

~ $2,500
o.--.-

r-.. ··----· ---~-- .~---- --~--

:E $2,000 ..

c.-....
C $1,500
::J
o
E« $1,000

$500

Totals tor Pacific Telesis Group

~ As t D Accumulated Plan Benefit
~ se s _ Obligation (APBO)
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2. Actuarial Methods and Assumptlons

Calculation of PBOP expense under FAS106 requires different
techniques and methods than those used for funding.

The P~ojected Unit Credit Method is the required actuarial
calculation method. This method allocates cost to a given year
based on the actuarial present value of the benefits "earned"
in that year

The actuarial assumptions are similar to those used for funding
except that two interest rates are used (one to discount future
benefit payments to today's dollars based on current economic
conditions, and the other to predict long-term rates of return
on plan assets). For determining 1993 PBOP expense, an 8.5%
interest rate is used to discount benefit payments to today's
dollars. For the VEBAs, 8.5% is also used for the long-term
rate of return on plan assets. For in-network medical trend,
12% graded down to 6% over time was used for both Bargained and
Non-Bargained groups (out-of-network medical trend assumed 14%
graded down to 6% over time). The other assumptions are
described at the end of the Accounting and Funding Requirements
Sections

3. Results

PBOP expense for 1993 calculated in accordance with FASI06 is
$403 million for all PTG. The chart on page 6 shows the
components used to derive the total PBOP expense in accordance
with FASI06

D. Data

1. Source of Data

Data as of December 31, 1989 was supplied by each of the
Corporation's subsidiaries covered by the Plans. Data for
employees included birthdate, net credited service date, sex,
and compensation information. Data for retirees included
birthdate, sex, and type/amount/optional form of benefit, as
well IS beneficiary birthdate and relationship.

2. Testing of Data

Data WIS tested for reasonability and internal consistency.

4



3. Summary of Data

Actual data* relating to the Holding Company, Washington, Pacific
Bell, Nevada Bell and Directory are shown below:

12131/89
a. E~ployee Demographics

Number
Average Age
Average Service

b. Inactive Demographics

Number of Retirees

63,492
41.0
15.5

33,508

* These data exclude 2,272 employees and 719 retirees who waived
medical coverage.

c. Number of Active Employees by Age and Completed Years of Service
As of December 31, 1989

Age -------.--- ---------- ---YEARS OF SERVICE--------------------------
Group 0-4 5-9 10·14 15-19 20-24 25-29 30+ Total

Under 20 47 0 0 0 0 0 0 47
20-24 775 17 0 0 0 0 0 792
25-29 1,095 1,698 472 0 0 0 0 3,265
30-34 884 3,668 4,795 366 0 0 0 9,713
35-39 719 2,518 4,422 5.412 805 0 0 13,876
40-44 534 1, 265 2.453 5.414 5,850 346 0 15,862
45-49 219 551 1,002 1,783 3,549 2,598 77 9,779
50-54 93 245 524 848 1,285 1,307 1,239 5,541
55-59 40 103 274 506 524 402 1,341 3,190
60-64 15 52 142 261 225 91 426 1, 212

65+ 1 29 31 56 37 19 42 215

Total 4,422 10,146 14,115 14.646 12,275 4,763 3,125 63,492

4. Participant data as of 12/31/89 for Pacific Bell, Nevada Bell
and Other Subsidiaries are shown separately below:

PacHic Nevada Other
. Bell Bell Sybsidiaries All PTG

I. E.ployee Demographics

Number 58.228 891 4,373 63,492
Average Age 41.4 42.6 35.4 41.0
Average Service 16, 1 17.3 7.2 15.5

b. Inactive Demographics

Number of Retirees 32.570 312 626 33,508
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The components 01 PBOP Expense net to $403 million (the

Actual Return on Assets is a negative component 01 this expense)

Totals lor Paclhc TelesIs Group
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SECTION TWO . FUNDING REQUIREMENTS

A. Introduct1on

VEBA contributions are determined by applying the requirements of Section
419 of the Internal Revenue Code.

This section of the report includes:

o The derivation of 1993 VEBA contributions (subsection B), and

o The description of method and assumptions used in calculating the VEBA
contributions (subsection C).
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B. Derivation of 1993 VEBA Contributions (End of Year)
(All Dollar Amounts in Thousands)

Bargained VEBA Non-Bargained VEBA Total

Medical Dental Medical Dental

1. Normal Cost* 572,771 S7,990 S35,222 S3,642 $119,625

2. a) Accrued
li abil i ty 936,579 98,115 644,375 71,915 1,750,984

b) Assets 184,323 26,732 0 0 211,055

c) Amortization
Factor 7.928 7.928 10.416 10.416

d) Amortization
Amount
[(2a)-2{b)J/(2c) 94,886 9.004 61.864 6,904 172,658

3. VEBA Contribution:
(1)+(2)(d) 167.657 16.994 97,086 10,546 292,283

4. Allocation factor
for Pacific Bell .96 .96 .96 .96

5. VEBA Contribution
for Pacific Bell:
(3)x(4) 160,951 16.314 93,203 10,124 280,592

6. Allocation factor
for Nevada Bell .02 .02 .02 .02

7. VEBA Contribution
for Nevada Bell:
(3)x(6) 3,353 340 1.942 211 5,846

8. VEBA Contribution for
Other Subsidiaries:
(3)-(5)-(7) 3,353 340 1,941 211 5,845

* Includes a~inistratiye expense
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